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Trend of Business 
By M. Joseph Meehan, Assistant Chief, Division of Economic Research 

ECONOMIC conditions have undergone further 
' improvement during 1937. Progress since the first 

of the year has, however, been less rapid than during 
1936, and some important economic series have not 
moved above the level reached last December, after 
allowance for normal seasonal fluctuations. Activity 
has been maintained throughout the first 8 months of 
this year around the high point of the recovery period, 
the recession during the summer being of seasonal 
proportions. A narromng of the rate of increase over a 
year ago has been evident during recent months, 
as the cycUcal upswing received an added impetus in 
the middle of 1936 from the Government funds dis­
tributed to World War veterans in settlement of their 
adjusted compensation certificates. Nevertheless, pre-
liminaiy data for August indicate that the margin of 
gain over August of 1936 was still substantial. The 
chart on page 4, providing a comparison of six important 
indicators of economic change for the first 7 months of 
the years 1929 to 1937, inclusive, reveals the extent of 
the gains for the current year. 

The available data indicate an increase of between 
10 and 15 percent in the national income distributed 
during the first 8 months of the year in comparison 
with the corresponding period of last year. This 
indicates a further increase in real income, since the 
rise in li-sdng costs, resulting from lugher commodity 
prices and the improvement in the rental situation, 
has been less than the increase in aggregate income. 

The expansion in the national income distributed 
has reflected the sharp gain in labor payments, the 
further rise in income derived from agriculture and 
other business enterprises, and the rapid increase in 
dividend payments. The further rise in purchasing 
power is of major significance with reference to both 
the current and the prospective volume of business. 
While the increase in factory pay roUs this year has been 
outstanding (see the accompanying table), it may be 
noted that total labor income has been estimated at near­
ly 15 percent higher than last year. Dividend payments, 
according to Moody's index, which is indicative of the 
general trend, have increased by more than one-third. 

Not only labor and property incomes have been 
rising; the income of the farmer also has continued to 
increase. The outlook for the fall harvest is good, 
according to the Department of Agriculture, with 
present prospects indicating a yield above average 
for the principal crops and much above last year's 
drought-reduced yields. In view of the carry-over 
situation and the demand factors, the Department of 
Agriculture does not regard the prospective yield as 
excessive, although the current prospects have been 

reflected in some price declines. The imusuaUy high 
yield from the acreage planted in cotton has tended to 
depress the price of this commodity substantiaUy. The 
rise in cash farm income from the depression low is 
shown in flgure 1. 
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Figure 1.—Cash Income from Marketings of Farm Products, and Factory 
Pay Rolls. (U. S. Departments of Agriculture and Labor; the Index 
of Factory Pay Rolls Has Been Shifted to the 1924-29 Base.) 

The Department of Agriculture estimates, on the 
basis of current prospects as to sales and prices, that 
cash farm income from marketings and Government 
payments for the year 1937 will be $9,000,000,000, com­
pared with $7,865,000,000 in 1936, an increase of 14 
percent. This would represent the largest total since 
1929, when the income was $10,479,000,000. In terms 
of purchasing power, the comparative showing with 
respect to 1929 is much better because of the lower level 
of prices of goods which farmers purchase. The 
Department of Agriculture's index of prices paid by 
farmers, for example, for the first 7 months of this year 
was 9 percent below the average for the year 1929. 
The income wiU also be more evenly distributed this 
year than in any other recent period. 
Trend of Industrial Output. 

Because of the ramifications of the manufacturing 
industry, the production of manufactured goods pro­
vides a guide to the trend of general conditions. The 
Federal Reserve index of the output of manufactures 
reveals a rather steady advance from the middle of 
1935 to the end of 1936. During the current year the 
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index has moved approximately sideways but close to 
the high point of the recovery. Principal influences in 
the minor fluctuations in the index during this period 
included the industrial disputes (which tended to 
retard output for a time, notably in the steel and auto­
mobile industries) and the devastating floods in the 
first quarter. The evenness of the basic movement, 
however, is evident when a comparison is made of the 
quarterly average of the Federal Reserve index of 
manufacturing production. For the final quarter of 
1936 and the first half of 1937 the quarterly figure stood 
at approximately 116 (1923-25=100). The mdex has 
deviated only slightly from that average for the first 2 
months of the current quarter. For the first 8 
months of 1937, aggregate output of manufactures was 
about 15 percent larger than in the corresponding period 
of 1936. 

It is apparent from figure 2 that a major impetus to 
the forward movement in factory output during the 
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Figure 2.—Indexes of Manufacturing Production, Durable Products, and 
Nondurable Products, Expressed In Terms of Points In the Total Index. 
(Board of Governors of tho Federal Reserve System.) 

NOTE.—Data are basod on dally average piiysical volume and are adjusted for 
seasonal variations. The sum ol the two components equals the total index, for 
which the 1023-26 average is taken as 100. Durable goods Include iron and steol, 
automobiles, lumber,shipbuilding, locomotives, nonierrous metals, cement, polished 
plate glass, and coke; nondurable goods Include textiles, leather and products, foods, 
tobacco products, paper and printing, petroleum reOning, and automobile tires 
and tubes. 

past 2 years was derived from the demand for durable 
goods and that expansion in this direction still persists. 
As production and distribution have expanded to a 
point where additional equipment is needed and as 
renewed confidence has fostered commitments by indi­
viduals for housing and other durable products, the 
output of this type of commodity has experienced a 
rapid rise, with beneficial effects on purchasing power 
and on the demand for consumer goods. This develop­
ment has tended to bring about a better balanced out­
put and is only one evidence of the progress toward the 
reattainment of balanced economic relationships. 

The shifting demand in the industries producing 
durable goods is indicated by the trend of steel output. 
Not until the latter part of 1935 were orders for fin­
ished steel sufficient to warrant a rate of operations 
over an extended period which utihzed half of the ingot 
capacity of the industry. From the midsummer of 
1935, however, output increased from about 40 percent 
of capacity to more than 90 percent in A'lay 1937, when 
strikes were instrumental in curtailing output. By 
August, production was again above 80 percent of 
capacity. Actual output of steel in the first 7 months 
of 1937 (33,321,000 tons) was within 2 percent of the 
production in the comparable period of 1929. 

Among the steel-consuming industries, marked ex­
pansion has occurred this year in the machinery, agri-
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Figure 3.—Increases in Production of Selected Commodities, First 7 
Months of 1937 Compared With Corresponding Period of 1936. 

NOTE.—For those commodities lor which a measure other than production is used, 
it Is so Indicated. 

cultural implement, railway equipment, and electrical 
equipment industries. The increase in the steel needs 
of the automobile and tin-plate industries was less 
marked. Production (factory sales) of automobiles 
reached 3,227,683 units in the fixst 7 months, an 
increase of 10 percent over a year ago and a record 
which has been exceeded only in 1929. Increased 
activity in the building industry has resulted in a 
marked expansion in sales of all types of building ma­
terials and building equipment. The volume of new 
construction, however, still remains distinctly sub­
normal (see table, p. 17.) 

Certain of the consumer-goods industries have oper­
ated at an exceptionaUy high rate this year. Some 
products—rayon, gasoline, glass containers, boots and 
shoes, cigarettes, cotton textiles, hosiery, and various 
lines of electrical equipment, among others—^liave estab­
lished new production peaks during the current year. 
In some of these lines, notably textiles, production has 
tended downward in recent months. Figure 3 affords a 
comparison of the increase in the production of certain 
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selected commodities during the first 7 months of the 
current year with the results of the corresponding 
period of 1936. 
Labor Situation. 

The rise in labor income has been occasioned by the 
increase in the number of persons employed, the con­
tinued upward movement of wage rates, and some in­
crease in the average hours worked per employee. 
The Bureau of Labor Statistics reports that the increase 
in the number at work in July in the industries sur­
veyed monthly, as compared with the corresponding 
period a year ago, was nearly 1,300,000. Figure 4 
shows the relative increase in pay roUs in the principal 
manufacturing and nonmanufacturing industries this 
year as compared with 1936. 

The important place which industrial disputes have 
occupied in the business news during the current year 
lends interest to figure 5 showing the number of man-
days lost in strikes since 1929. As recovery has pro­
gressed ,the loss of time because of this factor has in-
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Figure 4.^Increascs in Pay Rolls in Manufacturing and Nonmanufacturing 
Industries, First 7 Months of 1937 Compared with Corresponding Period 
of 1936. (Basic data from the U. S. Department of Labor.) 

creased; more time has been lost so far in 1937 than in 
all of 1936. The June peak for the current year refiects 
the heavy loss of time in the steel industry; the January 
and April peaks were caused by the strikes in the auto­
mobile industry. 

While these labor disputes have been important, 
particularly in the lines directly affected, it is possible 
to overemphasize their effects to date in terms of the 
total flow of purchasing power and in terms of their 
influence on general business activity. It is impossible 
to determine the net effect of such stoppages either with 
regard to the industries or the individuals affected, but 
certainly not all of the time lost can be computed as 
net loss with relation to either production or pur­

chasing power, since there is the possibility of shifting 
purchases and production from one group or area to 
another and temporary stoppages may result only in 
clearing inventories. 

The man-days lost should properly be interpreted 
with regard to the aggregate man-days of all workers, 
and on this basis they do not seem so imposing. The 
number at work in nonagricultural employment this 
year, according to the Bureau of Labor Statistics esti-
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Figure 5.—Man-Days Idle as a Result of Strikes. (U. S. Department of 
Labor.) 

mates, has averaged about 34,000,000. The average 
monthly number of workers involved in striljes during 
the first 7 months of the year was 318,000, or less than 
1 percent of the foregoing total. Furthermore, workers 
lost, on an average, 9^ days, or Uttle more than one-
tliird of a month each. 

As a result of the reemployment gains and the general 
improvement in economic conditions, the number of 
reUef cases has declined, continuing the trend estab-
hshed some time earher. From a peak of 5,316,000 
cases in January 1935, the munber dropped to 3,640,000 
in December 1936, and dechned further to approxi­
mately 3,200,000 in June 1937. These figures represent 
the imduphcated number of cases (families and single 
persons) from rehef roUs employed on the Federal Works 
Program, together with those receiving rehef under the 
general rehef program of the States and locahties. Not 
included are persons benefiting from the pubhc-
assistance program of the Social Security Board or 
from special programs such as those for student aid, 
rural rehabihtation. Civilian Conservation Corps camps. 
National Youth Administration works projects, and 
transient assistance. 

The number of persons employed on projects of the 
Works Progress Administration declined to 1,527,000 
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by the week ended August 14, from a peak in excess of 
3,000,000 m the first quarter of 1936. The reduction 
since th'e last week in December has been about 665,000. 

Wliile the rehef and employment data indicate a 
substantial improvement in the unemployment situa­
tion, the number without private employment is stiU 
large. The major fields in which employment is still 
considerably less than in 1929 are construction, mining, 
and transportation. The other industries and service 
occupations have not absorbed the employees released 
from these groups and those that may have been dis­
placed by young men and women entering the labor 
field. The increase in the number of employables 
since 1929, although not loiown, is a figure of consider­
able size. 

Domestic and Foreign Trade. 

The improvement in domestic distribution tliis year 
has been accompanied by the rise in exports, not­
withstanding the many infiuences which continue to 
restrict the flow of international trade. Armament 
programs have tended to increase trade in certain 
articles, but it is not possible to measure the influence 
of this as distinguished from other factors. The in­
crease of about one-third in the value of our exports 
during the first half of the year over the first half of 
1936 was the result of an increase of nearly one-fouiih 
in the quantity of goods shipped abroad and of an 
8-percent advance in the average price of our export 
goods. The increase in exports for this period was 
relatively larger than the advances in domestic dis­
tribution series. 

This situation has not prevailed for the earlier recov­
ery period, and our export trade is smaller relative to 
predepression standards than is domestic trade. On 
a volume basis, exports for the first half of the year were 
more than one-fourth below the 1929 figure; exports of 
both crude and manufactured foodstuffs made a par­
ticularly poor showing. Imports, on the contrary, 
have been larger in volume this year than in 1929, 
partly because of unusuaUy large imports of agricul­
tural commodities as a result of the short harvests of 
recent years. 

The fluctuation in several of the major retaU-trade 
indexes since 1929 is shown in figure 6. Sales of new 
passenger automobfles and rural sales of general mer­
chandise during this period have fluctuated more widely 
than have department-store sales. The latter are 
more indicative of the general sales movement. De­
partment-store sales in 1936 and 1937 show about the 
same relative decline from the 1929 level as do the 
estimates of total sales; but at the low point in 1933, 
department-store sales were 40 percent below those for 
1929, while all sales were oft' about one-half. The 
increase in aggregate sales so far this year has probably 
not exceeded lOpercent, the rate of gain having gradually 
decreased in recent months. 

Freight traffic for the first 8 months of the year was 
about 12 percent higher than in the corresponding 
period of 1936; but in recent weeks the rate of gain has 
been reduced to about 6 percent. Although the financial 
position of the carriers has improved, advancing costs 
of materials and the recent wage rate increases have 
caused their operating expenses to rise rapidly. No 
decision has as yet been announced by the Interstate 
Commerce Coimnission on the petition of the carriers 
for an increase in freight rates. 

INDEX NUMBERS ( |929^ I - I00 ) 
I7S| 

150 
% 

QlumJ 

NEW msSENGER AUTOMOBILE-
SALES 

l l l m i i m l i n l r Mt'tl 
1932 

firlnnl 
1934 1935 1936 1937 

Figure 6.—Selected Indexes of Retail Sales, Adjusted for Seasonal Vari­
ations (Bureau of Foreign and Domestic Commerce, except for depart­
ment-store sales which is the index of the Board of Governors of the 
Federal Reserve Systcn\ shifted to a 1929-31 base). 

Price Changes. 

The year opened with "sensitive" commodity prices 
rising rapidly in continuation of the upward movement 
which was initiated in the final quarter of 1936. This 
rise, which extended through the first quarter of the 
current year and which was accompanied by a gradual 
advance in prices of finished goods, engendered a con­
siderable volume of speculative and forward purchasing 
and resulted in some increase in inventories in the hands 
of both manufacturers and retailers. With the break 
in the commodity markets early in April, purchasing 
agents became more cautious. The inventory situation 
has not been such as to cause a slackening in industry, 
although in such important industries as steel and 
textiles, recent production has been in excess of incom­
ing business, and tmfiUed orders have been materiaUy 
reduced. The extent of the price readjustment since 
March has not been sufficient to cause important 
inventory losses, particularly since prices of manufac­
tured products have continued to advanpe into the 
summer. The Bureau of Labor Statistics index of 
finished products in mid-August stood at 88.9 (1926= 
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100), approximately 2 points above the figure for the 
week ended April 3, when the more sensitive commodity 
prices reached their peak. 

Eising prices and costs of production have created 
numerous problems. In the construction industry, 
sharply advancing costs have undoubtedly exercised a 
retarding influence on certain types of construction. 
Eesidential building has proceeded at a much higher 
rate than that of a year ago, but since May the value of 
the permits issued for family dwelhngs in cities having a 
population of 10,000 or more, as reported by the Bureau 
of Labor Statistics, has been less than that reported for 
the corresponding time last year. Data gathered by 
the Federal Home Loan Bank Board indicate that the 
rise in the cost of single dwelhngs has been veiy 
considerable, although there are certain possibilities of 
cost adjustment in such construction by varying the 
size and/or equipment of the dwelling. For example, 
the average cost of the single-family dwelling for which 
permits were granted in June, in aU cities of 10,000 
population or more, only slightly exceeded that in 
June 1936. Obviously, if the cost figures are stated on 
the same basis for both months, the average unit is 
somewhat different from that started a year ago. 
Financial Tendencies. 

Financial conditions have remained easy, with interest 
rates low and capital abundant. On May 1, the last of 
a series of increases in member-bank reserve require­
ments went into effect and reduced excess reserves 
below a bilhon doUars for the first time since early in 
1934; at their peak in December, 1935, excess reserves 
were about $3,300,000,000. 

The member-bank reports for the current year reveal 
the following significant tendencies: (1) a moderate 
decline in the volume of deposits; (2) a decline in the 
volume of Government securities held; and (3) a con­
tinued expansion in the volume of commercial loans. 
The drop in deposits foUowed 4 years of rapid rise and 
has coincided with a decline in the volume of Govern­
ment securities held by the banks. Gold flowed into 
the country in large volume throughout the first half of 
the year, but more recently there has been a decline in 
imports from Europe, the principal source of shipments. 
Imports of gold from Japan have been large in recent 
months. 

Stock prices reached a peak for the recovery period 
in March and subsequently declined. Prices were 
lower at the end of August than at the end of 1936. 
Industrial shares, according to the Standard Statistics 
index, had recovered to the year-end level, but rails 
and utihties ware lower. Profits of industrial and other 
corporations have continued to increase, although the 
rate of gain is declining and not aU industries have 
been able to improve upon the 1936 results. 

Figure 7 illustrates the extent of recovery in profits 
in the three major groups. The declines for the rafl-
road and industrial corporations from 1929 to 1932 

were closely parallel, but the recovery record has been 
quite different. Profits of the railroads are still rela­
tively smaU. Among tho industrials the largest rela­
tive increases for the first half of 1937, on the basis of 
preliminaiy data, were reported for the iron and steel, 
aircraft, raflroad equipment, buflding, machinery, 
metals, petroleum, and electrical equipment industries. 
It wfll be noted that companies in most of these lines 
are benefiting from the revival in the durable-goods 
industries. 
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Figure 7.—Quarterly Earnings of 120 Industrial, 26 Railroad, and 15 
Utility Corporations. (Standard Statistics Co., Inc.) 

Expanding profits have meant a larger dividend fiow 
this year, particularly from industrial concerns. The 
average dividend rate per share of 492 industrial con­
cerns, as reported by Moody's, advanced from $1.26 
in December 1935 to $2.01 in December 1936 and by 
July 1937 had risen to $2.12. The rate for 36 rail 
shares, which had moved up from $1.21 to $1.77 in 
1936, has been imchanged at that figure through July. 
The 30 public utihty concerns included in the tabulation 
showed only a moderate rise in 1936, and practically 
no change so far this year. The rate on the industrial 
and pubhc utility shares has recovered to within about 
80 percent of the average for the last 7 months of 1929, 
but the raihoad rate is less than a third of the 1929 
figure. The basic reason for this difference is evident 
from figure 7. 

Whfle bond prices have declined from the peak 
reached last December, the readjustment of yields has 
been shght when compared with the rise of the 4 
preceding years. The yield on Treasury bonds increased 
from 2.27 percent in December 1936 to 2.74 percent in 
Aprfl and subsequently receded slightly but has 
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fluctuated around the average for the years 1935 and 
1936. The Standard Statistics Co.'s computed yield 
on 45 corporate issues rose from iji percent to around 
4% percent, the latter figure being less than the average 
yield on the bonds in 1935. 

The decline in hsted security prices hampered the 
flotation of new issues. Difficulties were experienced 
as early as January in the marketing of new siaciuities, 
and the volume of flotations declined through May. 

In June there was an increase, as several large issues 
were offered, and the July total was above the average 
for the fh'st 6 months, but in August the volume was 
relatively small. The volume of corporate refunding 
during the fu'st 8 months was much less than that in 
the corresponding period of 1936, but the amount of 
new capital raised was larger. The latter amount was 
still low in relation to the predepression average. 

Selected Business Series, Comparative Data for the First 7 Montlis of 1929, 1932, 1936, and 1937 witli Percentage Clianges 

Item Unit or base period 
First 7 m o n t h s of— 

1 9 3 9 1932 193G 1937 

Percentage cliangc 
1937 from— 

1939 1933 193G 
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Factory 

Pay rolls: 
Factory 
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Value Value-
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- 8 . 5 

-50.4 
-63.5 
-51.0 
-45 . 3 

-28.0 
-41.4 

-1-6.2 
-28.0 

-24. 7 
-69.0 
-70.1 
-(-66.9 
-1-8.4 

-35.7 

-8 .0 
-11.4 

-1-82.8 

-1-229.4 
4-54.2 
-1-78.5 
-f44.2 

-fl22. 8 
-f60.2 

-(-304.2 
-t-291.8 
-1-136.3 

-t-41.8 

-fl87.0 
-1-20.2 
4-81.0 
4-71.3 

+26.4 
4-51.8 

4-105.6 

4-128.1 
4-228.0 
4-125. 3 
4-71.1 

4-36.7 
4-83.8 

4-05. 9 
4-117.0 

4-447. 3 
4-181. 7 
4-95.9 

4-413. 9 
4-38.7 

4-102. 3 

4-30.3 
4-14.7 

4-15.8 

4-10.2 
4-9.0 

4-21.0 
4-0.9 

4-12.0 
•16.8 
43.0 

4-32.3 
10.0 

4-12.8 

4-0.0 
4-9.3 

4-11.2 
4-10.5 

4-0.0 
4-13.2 

4-28.4 

4-18.5 
4-40.9 
4-20.0 
- 4 . 5 

4-21.8 
4-33.3 

4-23.7 
4-41.7 

4-37 0 
-26.1 
4-60.4 
-61.3 

- . 4 
4-16.0 

4-0.2 
4-4.3 

' Data are for first fl months ot each year. 
' May of each year. 
• July of each year, 
p Preliminary. 
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